Breaking Point?

Why China’s Emerging Manufacturing Crisis Matters for Renewables, Electric Transport...and Climate
Change Itself: A Commentary by TMP

Chinese cleantech manufacturing is more precarious than commonly understood. Despite the recent
détente in the trade war with the U.S., ongoing uncertainty around trade relations and the global economic
outlook stands to aggravate China’s structural challenges, threatening to create a climate technology
shortage that could critically impact renewable energy and automotive supply chains, as well as delay
global decarbonization efforts. Our analysis identifies multiple compounding risks that China’s current
leadership will struggle to contain, placing this critical supply infrastructure in jeopardy:

1. Economic Crisis: China faces a 518 trillion property collapse (122% of 2020 GDP) coupled with
deflation and slumping consumer confidence—reliable estimates place actual GDP growth at just
1.5-2.8%, far below official claims.

2. Governance Failure: XiJinping’s consolidation of power has weakened economic policy-making.
His reported statements reveal concerning economic naivety (“What’s so bad about deflation?”),
while ideological opposition to demand-side solutions is paralyzing effective intervention.

3. Manufacturing Vulnerability: Chinese cleantech manufacturers operate with razor-thin margins,
minimal capitalization, and mounting debt. Key players and much-touted success stories like BYD
and Tongwei Solar are already showing signs of financial strain.

4. Financial Opacity: China’s opaque financial system—with trillions of hidden debt in local
government financing vehicles (LGFVs) and other mechanisms—creates conditions for failures that
could cascade rapidly through manufacturing supply chains.

5. Trump Administration Impact: While the recent climbdown from triple-digit tariffs brings
temporary breathing room, uncertainty continues to cloud the longer-term outlook and the duties
remain substantial relative to historical levels—Trump’s levies on China currently stand at 30%, on
top of pre-existing duties. This is already destabilizing an export sector that contributed ~20% of
China’s GDP in 2024.

6. Climate Technology Bottleneck: A manufacturing collapse would dramatically constrain global
access to affordable solar panels, batteries, wind turbines, and other essential climate
technologies, just as accelerating climate impacts increase demand.

7. Strategic Unpreparedness: Most institutional planning incorrectly assumes China’s manufacturing
dominance will continue uninterrupted and that its leadership can effectively navigate economic
challenges.

The views expressed in the CID are those of the individual authors.
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1. Why Does China Matter So Much for Climate Change?

Many scientists have become concerned that global warming is accelerating dramatically.! We anticipate
this will reverse the current trend away from climate action before the end of the decade. Consequently,
TMP’s base case sees demand for renewables, clean transport and associated technologies rapidly
accelerating by 2030.

In that context, China matters in two ways. First, Chinese firms dominate supply chains for many products
and materials that are crucial for renewable energy and clean transportation. Despite U.S. and European
efforts to challenge this dominance, China continued to expand its share of global production capacity
across 12 key clean energy sectors in 2023, spanning solar panels, battery components, minerals and
power generation (see Table 1).?
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China’s Share of Global Manufacturing Capacity
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Note: Share of capacity located in China, excludes capacity operated by Chinese companies in other countries.
Lithium refers to lithium hydroxide and carbonate.

Table: TMP Public » Source: BloombergNEF

Second, China is by far the largest source of carbon emissions globally. The country produced 11.9 gigatons
of CO2 in 2023, accounting for ~31.5% of the global total—more than double the amount produced by the
second-largest emitter, the U.S. (4.9 gigatons).® Given our base case for the pace of decarbonization, we
anticipate China’s dual carbon goals of peaking emissions by 2030 and reaching carbon neutrality by 2060
will require rapid acceleration.*
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For these reasons, the health of China’s economy—particularly its manufacturing sector—is vitally
important for the clean energy and transport sectors specifically, as well as the broader need to address
climate change.

2. What is the Situation with China’s Economy?

In 2005, China’s government began creating® the largest property bubble in history, then deliberately
popped it in 2020 without a viable plan for managing the fallout. This vaporized over $18 trillion in
property value,® equivalent to 122% of its 2020 GDP.”

That alone would have been the largest economic crisis since the Great Depression,® but to make matters
worse, Beijing followed this with a draconian crackdown on the coronavirus that crushed consumer
confidence and created significant social discontent.

Figure 1
China Consumer Confidence Index
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The result has been a hard landing. In December 2024, Rhodium Group calculated China’s growth at a
paltry 1.5% for 2023 and 2.4-2.8% in 2024,° while Gao Shanwen (52 3X), former chief economist at state-
owned SDIC Securities, estimated as low as 2%.1° Official statistics show China’s GDP grew 5.2% in 2023
and 5% in 20241 —but these are likely to have been concocted as part of Beijing’s broader suppression of
negative economic news.*?
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Figure 2
China GDP Growth Estimates (2024)
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Chart: TMP Public *+ Source: NBS, Barron's, Rhodium Group, Nikkei

A stock rally last September gave investors some reason for hope but sentiment has since weakened. The
CSI1 300 hit a six-month low amid escalating trade tensions sparked by Trump’s “reciprocal tariffs” and the
index remains ~10% below its early-October peak, despite a slight boost from recent tariff reductions.

Both sides agreed on May 11 to reduce duties by 115 percentage points for 90 days (until August 14). This
lowered U.S. tariffs on China to 30%, on top of existing duties and with exceptions for certain sectors, while
China’s levy on the U.S. fell to 10%.'> However, uncertainty continues to cloud the long-term outlook, and
even at this level the tariffs pose a major challenge for China, adding to a host of structural economic issues
that the country will struggle to overcome.**

3. Why Does TMP Think This Could Get Worse?

Two specific characteristics of China’s economy make us especially worried: how little room manufacturing
firms have for error, and how opaque its financial system is—particularly with regard to debt.

An overcrowded market,’ intense price competition'® and rising labor costs!’ have decimated profit
margins for “the factory of the world.” Manufacturing in China is dominated by private firms which have
limited access to state support, leaving them little to fall back on in a financial crunch. Even leading players
in key growth areas such as the “new three”® are under pressure: EV maker BYD is thought to rely heavily
on financing from working capital, hiding surging debt levels.?® Price cuts announced recently stand to
decimate its profit margins and spur consolidation in the sector.? Leading solar panel makers like Tongwei
Solar are also struggling to maintain profitability, as prices have cratered amid an industry-wide supply
glut.?! Less competitive players and legions of small upstream suppliers are likely in worse predicaments.

As the crisis worsens, the fundamental opacity of China’s financial system will start to matter more. The
sheer size of China’s economy and low transparency of state-owned banks makes debt burdens hard to
assess.?? The IMF estimates that murky local government financing vehicles (LGFVs) hold hidden debts of
60 trillion yuan, though official estimates are worryingly low at 14.3 trillion yuan.?®> Chinese economists
have highlighted other little-known types of debt such as unpaid VAT receipts, pension contributions and
historical debts to farmers, which in aggregate add up to trillions of yuan.?*
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As a result, many crucial manufacturers could simultaneously experience a capital crunch and default on
debts, missing payments to suppliers and sending defaults cascading through the supply chain. At that
point, the financial system may well freeze up due to uncertainty about who owes what to whom, leaving
those firms with little option but to dramatically cut back production at best, and at worst, fold entirely.

4. What is the Government Doing about the Crisis?

Not nearly enough. The problem begins with Xi himself, who appears to have a very limited understanding
of how market economies work. The most famous example of this comes from Wall Street Journal reporter
Lingling Wei:

[Xi’s advisors] warned that China could slip into a deflationary spiral—the kind of disaster that befell the
U.S. during the Great Depression—if more urgent steps weren’t taken to rejuvenate growth. Xi was
unperturbed. “What’s so bad about deflation?” he asked his advisers, according to people close to Beijing’s
decision-making. “Don’t people like it when things are cheaper?”?®

Whereas his predecessors Hu Jintao, Jiang Zemin or even Deng Xiaoping might have considered a wider
range of crisis responses, concentration of power under Xi has made his doctrine of Xi Jinping Thought
(XJT) the dominant factor in policy decisions. This has significant implications for the kind of measures
China can actually pursue.

For example, economists generally agree that China’s problem is insufficient consumer demand. This
directly conflicts with how XJT explains Chinese economics:

If demand management is likened to “Western medicine,” then the supply-side management emphasized
by New Supply-Side economics is more akin to “traditional Chinese medicine.” “Western medicine” can
provide quick relief, but often with significant side effects. In contrast, traditional Chinese medicine uses a
slow, comprehensive approach that requires careful balancing, resulting in a richer, more nuanced effect.?®

The underlying reason for this is Xi’s ideological opposition to promoting consumer demand by
strengthening social safety nets, which he believes encourages laziness through “welfarism.”?” As he
explained in a 2022 speech on the economy:

In promoting common prosperity, we cannot adopt a “welfarist” approach. In the past, some Latin
American countries that pursued populist policies and high welfare levels ended up nurturing a class of
“idlers” and free riders, leading to unsustainable fiscal burdens and falling into a “middle-income trap.”
When welfare levels rise, it is difficult to lower them; excessive welfare beyond one’s capacity is
unsustainable and inevitably leads to serious economic and political issues!

In addition, most CCP leaders want to maintain control over the economy and are wary of the shift to
consumer-led growth.?® In their eyes, any reduction of state power over the economy could pitch China
from stability to chaos, playing into Xi Jinping’s fears of China becoming a second Soviet Union, with him a
latter-day Mikhail Gorbachev.?®
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For all of these reasons, we think it likely that China will stick to its current slate of insufficient policy
responses. The Two Sessions (“PS"”) meetings, which set the economic roadmap for the coming year,
produced little of note beyond stronger rhetoric on stimulating consumption.3® Key measures remained
incremental, stopping short of direct payments to households advocated by many economists.3!
Moreover, implementation of many policies was left in the hands of debt-ridden local governments, raising
further doubts over the impact.3?

More recent reports suggest China is also determined to maintain the share of GDP contributed by
manufacturing. Policymakers are thought to be drawing up a new version of Xi’s “Made in China 2025”
plan to boost the country’s high-end manufacturing sector. Drafts of the 15th Five-Year Plan (2026-2030)
are also rumored to target steady GDP contribution from manufacturing in the mid- to long-term.33

These ideological constraints are hampering efforts to address systemic economic problems, placing China
on a weak footing at the precise moment it faces its biggest external challenge in decades: Donald Trump
and the U.S. anti-trade movement.

5. What Impact Will Trump Have?

Trump’s erratic policies and shake-up of global trade have cast a shadow over the outlook for China and
raised fears of recession in the U.S. and globally.3* The recent climbdown in tariffs brought some cheer
following a rapid tit-for-tat escalation in the wake of “Liberation Day” on April 2. However, uncertainty
prevails, with the prospects for a more lasting deal still far from clear.

Analysts surveyed by Bloomberg expect Trump’s duties to remain at around 30% throughout 2025, while
a slim majority predict they will edge down to a final level of ~20%. This comes on top of existing tariffs
estimated to average ~12%, and excludes certain sectors such as smartphones and semiconductors—
though Trump has since said these will be subject to separate tariffs. While substantially lower than the
145% proposed previously, the current duty is still high enough to eliminate ~70% of China’s exports to the
U.S. in the medium-term.3®

The levies are already stoking fears of job losses in China and dampening the outlook for consumer
spending.3® Moreover, Trump’s flip-flopping and unexpectedly aggressive assault on trading norms have
created global economic uncertainty that is paralyzing business and consumer activity.

The chances of a recession in the U.S. and globally remain significant following a 0.3% contraction of U.S.
GDP in Q1 2025.37 J.P. Morgan says the probability of a U.S. recession in 2025 is now below 50% but still
elevated, down from 60% prior to the détente.3® Goldman Sachs sees a 35% chance,?® while betting
platform Polymarket put the odds at 37% at time of publication.*®

Political constraints and big egos make it unlikely that either Trump or Xi will back down completely.** Even
if the two sides manage to negotiate further reductions and the tariffs jolt China into implementing more
aggressive fiscal and domestic consumer spending policies, this might not be enough to pull its economy
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back from the brink given Trump’s shake-up of global trade. Despite his 90-day pause on “reciprocal tariffs”
for other countries, they are still regarded as the worst trade shock in history.*?

While the U.S. remains China’s largest trading partner, over 80% of China’s trade is conducted with other
countries.*® Trump’s weaponization of trade for diplomatic purposes and China’s efforts to find new
markets to absorb its overproduction means nations the world over may become more inclined to protect
their markets from Chinese imports,* particularly as weak consumer spending reduces the impact of
losing access to the China market. From the perspective of China’s manufacturers, U.S. actions have
instilled lasting uncertainty over future access to global markets for Chinese products.

This wave of uncertainty hits them at exactly the wrong time. Chinese exporters accounted for ~2% of
GDP growth in 2024% and rely on overseas markets for their profits, as margins are razor-thin domestically
due to weak consumer demand. In short, they are poorly positioned to weather the significant disruption
of global trading patterns likely to result from Trump’s tariffs, with daunting consequences for renewable
energy and clean transportation.

6. If This Happens, What Would it Mean for Climate?

To reiterate: global warming is accelerating at a dramatic pace, and we expect this to override the current
trend of retreating from climate action. As a result, we anticipate a rapid surge in demand for renewables,
clean transport, and related technologies by 2030. In this scenario, China plays a critical role.

We have explained how China’s macroeconomic problems and misguided governance overlap with its
manufacturers” weak financial condition, and how China’s broader financial system might freeze up. This
would almost certainly impact Chinese companies which supply the essential elements for solar, batteries,
wind turbines and other cleantech solutions—and supply them at the prices needed to foster their
deployment.

While many individuals are aware of these patterns, typical strategic planning for a wide range of
institutions tacitly relies on outdated assumptions that (1) Chinese manufacturers will maintain their
export dominance, (2) global markets will continue accepting this arrangement, and (3) China’s centralized
leadership can effectively navigate major economic challenges.

Our reading of the evidence suggests all three are incorrect, and that preparations for a Chinese cleantech
manufacturing crisis must be made. This is even more true for those concerned about whether we are to
respond to the impending climate crisis effectively.

7. Can This Risk Be Managed?

Yes. There are significant, concrete, and above all feasible solutions for this problem. It is therefore not
something that can simply be pushed aside with the attitude that “whatever happens, happens.”
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Specifically, we recommend that organizations of all stripes prepare for potential supply chain disruptions
by developing alternative sources wherever possible, or by strengthening existing Chinese supply chains
wherever diversification is not feasible. Most importantly, they should review their strategic planning and
remove any expectation that China’s political and financial system would respond adequately to the crisis
scenario we outline above.

Doing this effectively requires precise and actionable analyses of the specific risks different stakeholders
face. Because TMP advises a wide range of organizations with different needs and goals, from government
ministries to corporates to philanthropies, our specific advice on which actions need to be taken will
depend on your institution.
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TMP can deliver specific advice on how to assess, prepare for and manage the risks noted in this commentary. To request more
information, please contact Orlando Bowie at orlando.bowie@asktmp.com.
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